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ABSTRACT OF DISSERTATION 



An Analysis of Rural Community Development Corporation 
Business Ventures: The Economic Performance of Selected 
Manufacturing Ventures Originated Through Community 
Resource Rationalization and Entrepreneurial Search 

Initial anti-poverty efforts under the Economic Opportunity Act of 1964 focused on 
the provision of services such as education and legal and manpower training. The con- 
cept of local control placed goal-setting, planning, and execution of programs within 
the community. The emphasis shifted from the provision of services to community 
economic development with the 1967 amendments which formalized the Special Im- 
pact Program (SIP). The SIP was intended to make “appreciable impact" in reducing 
dependency, unemployment, and community tensions, and to create permanent 
benefits which would survive termination of government funding. Community con- 
trol, which is basically more social or political than economic in nature, remained an 
important concept of the new program. 

The primary tool of the SIP is the Community Development Corporation (CDC), a 
federally funded, locally controlled organization. The purpose of the CDC is to build 
institutions and to develop the economy of its impact area. This study is concerned 
generally with the economic development role of the CDC and specifically with its 
basic method of economic development, the establishment of business ventures. CDCs 
have established ventures in such business sectors as manufacturing, retailing, service, 
and agriculture. The Office of Economic Development (OED) policy states that profit 
maximization, rather than social or political objectives, should be the short-term ven- 
ture goal. 

Two basic approaches have been used by CDCs in venture establishment. The first 
rationalizes community resources into a business venture with CDC investment (of 
government granted funds) generally providing the initial equity. Control remains in 
the community because the private sector is not usually a major financing source. 

The second approach, entrepreneurial search, attempts to find an entrepreneur who 
will invest personal funds and skills, augmented by CDC monetary investment, in a 
venture to be located within the CDC impact area. Majority ownership, operation, and 
management remain with the entrepreneur and, although community interests are 
protected through contractual agreement, dilution of community control over its 
development results. 

The study compares the economic performance of selected manufacturing ventures 
established in rural areas under the two approaches. Two ventures established through 
each approach by Job Start Corporation, a Southeastern Kentucky CDC, and two 
ventures established through community resource rationalization by Southwest 
Virginia Community Development Fund, a CDC in Roanoke, are studied. The pur- 
pose is to determine if performance differences exist between the ventures established 
through the two approaches. 

Primary sources of information included financial and other records at the CDC 
sites and at the OED, Washington, D.C. 

The entrepreneurial ventures are found to rely substantially on private sector fi- 
nancing while the other firms rely much more on government financing for both 
capital investment and operating expenses. The latter apparently stems partly from a 
desire to avoid outside control which might accompany private sector financing. 

A second difference is found in return on investment. The government contribution 
to operating expenses has a positive effect on net income. This effect is greater for com- 
munity resource rationalization ventures due to larger government contributions. 



Removal of this subsidy would change profit to loss for all of these firms while affect- 
ing entrepreneurial firms less. 

The entrepreneurial ventures are found to create jobs and payroll at lesser cost to the 
government, again because of greater reliance on private sector financing. 

The relative performance of the ventures suggests that the entrepreneurial firms are 
more consonant with the OED policy of venture profit maximization in the short-term 
and the legislative intent that benefits created, e.g., ventures, should be permanent and 
survive termination of government funding. Higher costs of community resource 
rationalization may be attributed to the requirements of the community control con- 
cept. 
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CHAPTER I 
INTRODUCTION 
General 

In a collective sense, the United States is probably 
the wealthiest nation in history. In a relative sense, the 
individual citizen of the United States is among the wealthiest 
in the world. The signs of wealth and conspicuous consumption 
are present everywhere in this country. Yet, many of its 
cities are suffering from the physical and psychological decay 
of the very institutions and facilities which have made wide- 
spread affluence possible. By contrast, many rural areas have 
remained almost untouched by the advancing industrialization 
upon which much of the wealth and income are based. To some, 
this circumstance might be counted as a blessing, but to 
others it is seen as an unnecessary inequity which can be 
corrected through the concerted application of the nation's 
resources. 

Many government agencies are involved in the various 
aspects of the national war on poverty, including the Small 
Business Administration, the Economic Development Administra- 
tion, the Appalachian Regional Commission, and the welfare 
agencies. A primary governmental effort toward elimination 
of pockets of poverty in this country is represented by the 
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Economic Opportunity Act of 1964 and its amendments. The 

Economic Opportunity Act established the Office of Economic 

Opportunity (OEO)^ to administer and coordinate governmental 

programs directed toward the elimination of poverty. This 

report addresses the community economic development role of 

the OEO and does not consider its other anti-poverty programs 

or the lack of success of its efforts toward overall program 
2 

coordination. 

The initial plan of the OEO was to provide services — 
legal, educational, and manpower training, for example — to 
the poor to help them join the mainstream of American life. 
However, through the Rural and Small Business Loan programs 
that were contained in the Act, the importance of economic 
development was recognized. The Kennedy- Javits Amendments 
of 1967 provided for Special Impact Funds (Title I-D) for 
the combined social and economic development of inner cities. 
These special programs were directed to the solution of the 
critical problems existing in particular communities or 
neighborhoods within urban areas having especially large 



^The title of the office was changed by the 1975 
Amendments to Community Services Administration. Because the 
literature and most documentation refer to the office as the 
OEO, and because the bureaucracy still refers to the OEO, 
that title is carried throughout this report. 

2 

For a study of OEO efforts to achieve overall 
program coordination, see H. J. Halley, "An Analysis and 
Evaluation of the Office of Economic Opportunity National 
Anti-poverty Planning Process" (DBA dissertation, The George 
Washington University, 1971)* 
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concentrations of low-income persons and within rural areas 
having significant "out-migration 11 problems. The programs 
were to be of sufficient size and scope to have an "appreciable 
impact" in arresting tendencies toward dependency, chronic 
unemployment, and rising community tensions. 

Between 1967 and 1972, Title I-D funds provided for 
the genesis of the Community Development Corporation (CDC). 

The CDC was an outgrowth and a recognition of the fact that 
services provided under the original 0E0 concept would not 
break the cycle of poverty in deteriorated areas. Income 
transfer and social service programs were described as 
insufficient to solve the problems of poverty. Dignity, 
self-pride, and some control over and participation in assis- 
tance programs were essential. The interaction of these 
intangible factors is readily apparent. The unique and 
necessary ingredient, which only the CDCs offer, is a high 
degree of genuine, visible, local community involvement in 
both the formulation and the control of economic development 
programs affecting the community. The problems of rural 
and urban areas are interrelated in that the out-migration 
from rural areas frequently swells the population of nearby 
urban areas. It is essential that methods and programs be 
developed to bring economic development to the people where 
they live. A comprehensive pi'ogram should deal with housing, 
recreation, new businesses, new jobs and job .counseling, and 
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the environmental and physical community as well as the 
organizing of activities. Because the CDCs are locally con- 
ceived and operated, they are both more flexible and more 
responsive to community needs than are the more traditional 
types of development institutions. 

In 1972, a second Kennedy- Jav its amendment to the 
Economic Opportunity Act of 1964 combined the Title I-D 
Special Impact Program and the Title III-A Rural Loan Programs 

i 

into a single operation: Community Economic Development, 

Title VII. Its stated purpose was to encourage the develop- 
ment of special programs by which the residents of urban and 
rural low-income areas could, through self-help and mobili- 
zation of the community-at-large and with appropriate 
federal assistance, improve the quality of their economic 
and social participation in community life in such a way as 
to contribute to the elimination of poverty and the establish- 
ment of permanent economic and social benefits. 

The Community Development Corporation 

Community Development Corporations have been estab- 
lished to launch and supervise commercial enterprises in 
most areas of business, including manufacturing, retailing, 
wholesaling, service trades, construction, and agriculture. 
While not all CDCs or ventures have survived, a number show 
significant economic promise. 
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The standard by which the performance and success of 
the CDC and the CDC-sponsored venture should be measured is 
still undefined. Testimony before the Senate subcommittee 
considering amendments to the Economic Opportunity Act in 1971 
strongly recommended that each CDC be allowed to develop its 
own measurement criteria. The rationale given was that 
every successful social effort has defined its own performance 
criteria and measurements of progress. To be sure, community 
economic development pursues multiple objectives, encompassing 
economic, social, and political areas. As a result, agreement 
on what to measure and how to measure it is most difficult 
to achieve. 

The Office of Economic Development (OED) policy 
regarding the Special Impact Program indicates that, as a 
general rule, CDC-established business ventures should have 
profit maximization as a priority short-term goal. Profit 
optimization remains a long-term goal. It follows, then, 
that attainment of economic objectives should be the first 
priority for the business ventures. 

This does not ignore or relegate to secondary 
importance the attainment of social or political objectives. 

In accordance with the OED policy statement, institution- 
building is the top priority of the Special Impact Program. 

The institution-building role of the CDC is the primary 
experimental feature of the Special Impact Program. By 
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inference, primary responsibility for this function rests 
with the CDC itself, with its business ventures in a 
supportive but somewhat indirect role. 

Approaches to Venture Establishment 

In the selection and establishment of business 
ventures, CDCs have generally employed two basic approaches: 
entrepreneurial search and community resource rationalization. 

Entrepreneurial search 

Entrepreneurial search relies on finding an entrepre- 
neur who is willing to invest money, management, and technical 
skills in starting a business venture in an impact area under 
the aegis of a CDC. Generally, there is also CDC investment 
(of government granted funds) in the new business, sometimes 
with the CDC having the controlling financial interest. 

The Institute for New Enterprise Development (INED) 
has developed a highly structured and organized procedure for 
entrepreneurial search, the results of which have been used 
by some CDCs. A three-weekend workshop with would-be 
entrepreneurs helps them develop an understanding of their 
own skills, motivation, and commitment. The emphasis is on 
development of a management team, building on individual 
strengths and compensating for individual weaknesses. INED 
also maintains an extensive library of product and process 
ideas from which the -entrepreneur can select, or against 
which he can evaluate his own idea. Finally, assistance is 
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provided in developing a business plan, generally for an annual 
sales potential of over Si million. 

The INED has received funding from OED to support its 
efforts in bringing CDCs together with qualified entrepreneurs. 
However, the general approach to entrepreneurial search and 
identification is of interest to this study rather than the 
specific INED approach or commitment. 

Community resource 
rationalization 

Under community resource rationalization, - ^ - the CDC 
surveys the resources and needs of the community and the poten- 
tial of the projected market area. A business venture is then 
established which rationalizes these resources into a viable 
community asset. CDC investment generally provides the 
initial equity. 

Significance of the 
approach selected 

A combination of the two basic approaches to venture 
establishment is a third, obvious possibility. A fourth 
possibility is the acquisition of an existing business. 

However, in the context of this study, acquisition is not 
considered an addition to economic development. It may 
prevent further deterioration and maintain a base for further 
development, but it does not necessarily provide a net gain 
to community product or job opportunities. 

^"Community resource rationalization" is a term origi- 
nated in this research to describe a particular CDC approach to 
venture establishment and community economic development. 
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The two basic approaches reflect substantive 
philosophical differences as well as the procedural vari- 
ations noted above. The most important of these relates 
to the concept of community control. Early anti-poverty 
programs ran headlong into the desire of the community to 
control its own development. This desire was fueled by the 
lack of success of programs thrust on communities from 
outside, despite the wealth of good intentions with which 
they were accompanied. The reliance upon community resource 
rationalization will leave the community in control of its 
programs. The introduction of an entrepreneur who will 
generally want operational control is not consonant with 
complete community control. It matters not that the entre- 
preneur contributes to the business in a substantive way 
through investment of talent and capital; it still represents 
a dilution of community control. 

If the performance of entrepreneurial ventures can 
be demonstrated as superior, then there are economic costs 
associated with strict adherence to the community control 
concept. This factor should then receive clear and explicit 
recognition in the decision-making process leading to 
venture establishment, not as "good" or "bad," but simply 
as an additional element which must be considered. Although 
some empirical studies of CDCs have been accomplished, they 
do not include a comparison of ventures established under 
the two approaches. 
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CDCs Selected for the Study 
Two rural CDCs were selected for this study. The 
first, the Job Start Corporation (JSC), is located in South- 
eastern Kentucky and has utilized both basic approaches to 
venture establishment. Four JSC ventures, two utilizing ‘each 
approach, contribute to the basic data for the study. The 
second CDC, the Southwest Virginia Community Development Fund 
(SVCDF), is located in Roanoke, Virginia, and has utilized 
the community resource rationalization approach almost 
exclusively. Two SVCDF ventures contribute to the basic data 
for this study. 



Purpose of the Study and 
Expected Results 

The purpose of this study is to examine and compare 
two sets of CDC ventures, each established under a different 
concept. It is expected that differences in performance can 
be identified and attributed to the approach used in estab- 
lishment. The results are expected to show that the ventures 
established through entrepreneurial search will demonstrate 
less reliance on government funding, generally better 
profitability, and greater consonance with the OED 
policy of venture profit maximization. These ventures 
are also expected to show better promise of becoming inde- 
pendent, permanent community economic benefits, as desired 
by the legislation. 
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Anticipated Contribution * 

Although the stated OED policy requires a goal of 
venture profit maximization, social responsibility and 
institution-building are still important to the overall 
program. However, the latter functions are the primary 
responsibility of the CDC itself and should be accomplished 
without jeopardizing the venture's future. It follows, 
then, that ventures should be established under conditions 
which will maximize performance. An empirical study of 
the two approaches has not been made to determine whether 
performance differences exist. 

The issue is particularly important at this time. 
Most of the entrepreneurial searches which have successfully 
arranged the marriage of a qualified entrepreneur and a 
CDC in venture establishment have been conducted by the 
IHED. A nonprofit organization, MED has developed a 
highly organized and structured approach to the identifica- 
tion of entrepreneurial talent. 

It is not, however, the MED program which is of 
interest to this study but the general concept represented 
by the MED approach which systematically identifies 
qualified entrepreneurs and brings them together with the 
CDC in a joint venture. The OED has tentatively decided 
to reduce its support of MED in fiscal year 1976 and 
eliminate it completely in 1977? leaving it to the CDC to 
enlist the aid of MED if it is desired. 
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If the entrepreneurial ventures can be shorn to 
enjoy better performance, then the decision not to support 
entrepreneurial search at the OED level is not consonant 
with the OED policy regarding venture profit goals. For 
this reason, the study is of immediate interest and could 
have substantial influence on the Special Impact Program. 

As reported in the Abt Associates Special Impact 
Program Evaluation (reviewed in chapter III), manufacturing 
ventures account for 38 percent of those established by rural 
CDCs, and 40 to 100 percent of the CDC capital investment. 

For the Job Start Corporation, investment in manufacturing 
activities has accounted for 57 percent of all CDC expendi- 
ture and 92 percent of all venture investment. For the 
Southwest Virginia Community Development Fund, investment 
in manufacturing activities has accounted for 56 percent of 
all CDC expenditures and 89 percent of all venture investment. 
It is obvious that the efficiency and performance of 
manufacturing ventures is of paramount importance to the 
rural CDCs in this study. The Abt Associates Evaluation 
indicates that manufacturing venture performance and 
efficiency is of similar importance to most rural CDCs. 

Primary Research Question 

The primary research question in this study is: 

Are there differences in the economic performance of 
rural Community Development Corporation manufacturing 
ventures established through the entrepreneurial search 
approach and those established under the community 
resource rationalization approach? 
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Subsidiary Research Questions 
The subsidiary research questions to be considered 

are : 

1. Are there differences in the generation of private 
source investment capital and debt financing? 

2. Are there differences in profit-income performance 
and elapsed time from inception or startup to 
break-even? 

3. Are there differences in the cost to the government 
per job created? 

4. Are there differences in direct community economic 
benefits per dollar of government funding received? 

Scope 

This study examines the performance of newly established 
manufacturing ventures in rural areas by rural CDCs to the 
extent indicated in the research questions. Benefits derived 
from manufacturing ventures are more likely to be net additions 
to the local economy than are retail, service, or other 
activities. New manufacturing activities are specified because 
few presently exist in undeveloped rural areas which might 
provide opportunities for acquisition. Additionally, this 
study orientation specifically recognizes the importance of 
new manufacturing activities to the rural CDC developmental 
strategy as indicated by the relative expenditure of rural CDC 
funds and efforts.''" Six ventures are examined: two established 

through entrepreneurial search and four established through 
community resource rationalization. 

'''See pp. 11 and 52. 
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Theoretical Framework and Methodology 
Definition of Variables 
Independent variables 

The two basic approaches to business venture estab- 
lishment — entrepreneurial search and community resource 
rationalization — are designated the independent variables. 
These are further defined as applying to rural areas under 
rural CDCs and to manufacturing ventures with labor intensive 
characteristics. Each of the areas selected for study has 
adequate access to the market, raw materials, and transpor- 
tation, and there is a sufficient, though unskilled, 
labor pool. A basic assumption is that the areas and 
ventures involved in the study are similar in geography, 
labor, transportation, sector of activity (manufacturing), 
and the general availability of government or other funding. 
Differences in performance are due to the ability of the 
firm to cope with management problems, which in turn are 
attributable to the approach used in establishment. 

Dependent variables 

The indicators of economic performance contained 
in the subsidiary questions are considered the dependent 
variables. 
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Research Model 

The research model is designed to provide direction 
and purpose to the research as it is performed. Three 
elements of the community economic development program, 
outlined below, provide the research model framework. 

Legislation, policy , 
and literature 

The background, history, institutional framework, 

j 

and functions and purposes of the actors in the community 
development program are presented as found in its legislative 
history, administering agency policy statement, and community 
development literature. 

Means, resources , 
and methods 

The CDC is the prime agent through which capital, 
labor, and skills are rationalized within, or introduced 
from without, the community in venture establishment. In 
business venture establishment, CDCs have generally used two 
substantively different approaches: entrepreneurial search 

and community resource rationalization. This study examines 
the two approaches as used in the establishment of manu- 
facturing business ventures, focusing on differences in 
performance. 

Goals and objectives 



While community development has a community 
infrastructure-building objective as well as the objective 
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of economic base construction, only the latter is addressed 
as a goal in this study. The primary vehicle in such 
construction is the manuf acturing venture. The setting is 
rural. 

The research model may be visualized as indicated 
in figure 1. 



Venture Selection 

Both CDC sites selected for this study are in rural 
areas and have a preponderance of manufacturing ventures 
among their activities. Other activities include real estate 
development and community organizing. Ventures selected 
include four from the Job Start Corporation (JSC) and two 
from the Southwest Virginia Community Development Fund (SVCDF). 
Two of the JSC ventures were established through entrepre- 
neurial search and two through community resource rationali- 
zation. Both SVCDF ventures were established through 
community resource rationalization. 

Entrepreneurial 
search ventures 

The Outdoor Venture Corporation (OVC), a manufacturer 
of low-priced, medium-quality camping tents and accessories, 
was formed in 1972 through partnership between an entre- 
preneur and the JSC. The entrepreneurs were located through 
the efforts of a Knoxville, Tennessee, consulting firm and 
the IKED. The OVC is located in Stearns, Kentucky. 
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Phoenix Products, Incorporated, is a manufacturer 
of fiberglass kayaks and is located in Tyner, Kentucky. 

It was formed in 1973 through partnership between an entre- 
preneur and the JSC. The principals were brought together 
through an IKED workshop. 

Community resource 
rationalization ventures 

Lawson Furniture was started in 1971 by the Knox 
County CDC, which is affiliated with the JSC. Products 
include both upholstered and non-upholstered furniture. 

It is located in Barbourville , Kentucky. 

Possom Trot Corporation (PTC) was founded in 1971 
as four separate divisions of the JSC. It was located in 
four different sites in southeastern Kentucky. Its major 
products currently are stuffed toy animals. A metal 
division did exist briefly to make campers for mounting on 
truck bodies. Other products have included mini-barns. 

The Gainsboro Electrical Manufacturing Company 
(GEMCO) began operations in September 1970, under SVCDF. 
Located in Roanoke, Virginia, its primary product is 
electrical wiring harnesses. 

The Botetourt Cabinet Corporation (BCC) is a 
kitchen-cabinet manufacturer which began operations in 
September 1973, in rural Botetourt County, Virginia, under 
SVCDF. 
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Figure 2 shows the relative ages and- life spans of 

i 

the six firms, together with their fiscal years, the 
sponsoring CDC, and the approach used in their establishment. 

Data Collection 

Venture financial and other data were gathered in 
two separate on-site visits to each CDC-venture location. 
Interviews, financial statements, and activity files were 
all important information sources. Additional data were 
obtained at the OED offices in Washington, D.C. , including 
the Quarterly Monitoring Reports submitted by each CDC to 
OED. Interviews and correspondence files were also 
important data sources. Two visits to the IKED, Belmont, 
Massachusetts, provided valuable insight into the procedures 
and problems of entrepreneurial search. 

Analysis 

The data were arranged to facilitate comparison of 
the activity and performance of the six ventures at comparable 
venture ages. This arrangement permitted an examination and 
comparison of trends as they developed. The basic method 
of comparison was through the calculation of various ratios 
for each venture. This procedure resulted in an ordinal 
valuation of differences. It does not attempt to quantify 
the differences through interval or ratio valuation.^ 

'*'For a discussion of concept quantification, see 
Paul D. Reynolds, A' Primer in Theory Construction (Indianapo- 
lis: Bobbs-Merrill Co. , 1971), pp. 57-65* 



19 



Pho en ix ( JSC/ ES ) 

I 1 10/31/74 



0¥C ( JSC/ES) 



7/31/74 



•BCC (SVCDF/CRR) 11/30/74 
1 : 2 1 



GEMCO (SVCDF/CRR) 

1*2 ‘3 



7/31/74 

4 f 



Lawson (JSC/CRR) 12/31/74 

I J : 2 * 3 1 ^ 1 

Possom Trot (JSC/CRR) 3/31/73 

I j : 2 7 3 ' 5 1 

1970 i 1971 I 1972 1 1973 i 1974 | 1975 | 

Calendar Year 



Fig. 2. Life Span, Sponsoring CDC, and Approach 
Used in Establishment of Ventures 
Included in Study 
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The procedure of direct comparison of ratios was 

% 

selected because of the unavailability of adequate data from 
industries represented by the ventures. Available data are 
aggregated at such a level as to obscure meaningful relation- 
ships among individual firms of small size (assets or sales 
volume), or among firms representing secondary activity lines. 
Additionally, the ventures in this study are relatively young, 
and the available data make no provision for the relative 
ages of firms which contribute to the overall data aggregation. 
Efforts were made to obtain specific data from representative 
trade associations on the manufacturing lines represented by 
the six firms. In each instance, the efforts were rebuffed 
and the data described as proprietary. None of the seven 
associations contacted had data relating performance to the 
age of the firm. 

Limitations 

The small number of firms in the comparison and their 
short life spans represents a limitation. No attempt is made, 
however, to establish precise differences. The results 
indicate that substantial performance variation is generally 
present in the comparisons selected for study, so that some 
of the concern regarding correct ordinal valuation is 
dissipated. Although extension of the generalization requires 
caution, the results do provide some insight into economic 
performance and trends. This should prove to be of value to 



Special Impact Program administrators in the evaluation of 
venture establishment proposals by the CDCs. 

Organization of the Study 

The organization of this study follows closely the 
research model presented earlier. 

Chapter II defines community development and describes 
the community setting in which it occurs (rural or urban) 
as controlling its thrust and direction. Community control 
is discussed, both pro and con, and is related as a concept 
to some of the difficulties and setbacks experienced by early 
anti-poverty programs. The CDC is discussed as a vehicle 
of change but one which suffers. many problems resulting 
from conflicting political, economic, and social objectives. 
The relative problems of rural and urban settings are 
related to investment strategies. Finally, the OED policy 
regarding venture profit goals is discussed. 

Studies related to the present research are discussed 
in chapter III. The greatest difficulty in assessing poverty 
program success or failure is the inability to define 
measurement criteria. Suggested criteria are discussed as 
well as criticism of those used. Two important studies of 
the Special Impact Program have been conducted. The first 
of these examined the 1968 endeavors, and the second 
extended over the three-year period ending in 1973 * The 
latter study is the most notable effort that has been made 
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to satisfy the congressionally mandated requirement for 
periodic evaluation. It was a massive effort, costing the 
government $1.87 million, and was poorly received. 

Chapters IV and V present case studies of the two 
CDCs selected for this study — the Job Start Corporation and 
the Southwest Virginia Community Development Fund — along with 
a brief description of the ventures included in the study. 
Venture establishment procedures and evolving attitudes 
toward venture selection, establishment, and profitability 
provide a specific philosophic, geographic, and demographic 
setting for the analysis which follows in chapter VI. The 
analysis compares the performance of the ventures selected. 

A summary, conclusions, and recommendations for 
further study are presented in chapter VII. 



CHAPTER II 



A CONCEPTUAL EVOLUTION 
Introduction 

Community development conveys a number of different 
meanings. In the larger sense, it encompasses a whole range 
of activities such as political, social, and economic. 

Within a narrower definition, it may designate economic 
activity as the primary catalyst of community change, antici- 
pating that social and political activity and change will he 
resultants of economic activity; Community development has 
been described as a process, method, program, and movement. 

But, whatever the individual persuasion regarding the 
definition, the theoretical constructs of community develop- 
ment require community control. However, the degree of 
control found in successful developmental efforts varies 
widely. Some practitioners would add the requirement for 
local ownership of development efforts, such as business 
ventures. The enabling legislation encourages "maximum feasible 
participation" of residents in developmental efforts. 

In this chapter the concepts of community development 
and community economic development are explored so that the 
philosophy of venture establishment through entrepreneurial 
search and community resource rationalization may be placed 
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in perspective. If the concept of total community control 
is accepted and required, then the entrepreneurial search 
approach is not completely in consonance with the conventional 
wisdom of community development. Because of its importance 
to the present research, the concept of community control is 
examined and views for and against are presented. Community 
control seems also to he the hinge upon which initial 
development under the Economic Opportunity Act of 1964 swung, 
providing an explanation for the evolution from community 
efforts emphasizing political and social change to efforts 
emphasizing economic efforts. The Community Development 
Corporation (CDC) is examined as a primary tool of economic 
development under the amendments to the Economic Opportunity 
Act of 1964. Finally, the stated policy of the Office of 
Economic Development with regard to CDCs and CDC-estahlished 
business ventures is examined. 

The legislative history of the Economic Opportunity 
Act of 1964, as amended, is an integral part of the conceptual 
evolution. As such, it is not examined separately but will 
be introduced into the discussion as necessary. 

In this chapter, the focus is narrowed from the broad 
concepts of community development and the concepts of 
community control to the primary tool of such development, the 
CDC. In chapters IV and V, the discussion is narrowed 
further, with case studies of two CDCs presented together with 
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the specific approach to business venture establishment used 
by each. 



Community Development 
Definition 

One of the greatest difficulties in defining community 
development stems from the fact that it involves relation- 
ships among individuals and groups of individuals. Both 
definition and implementation are further complicated by the 
fact that the sense of community or neighborhood is dis- 
appearing.^" If the community is defined as a local society 
and the institutions with which the residents identify 
themselves, then the problem of attaining concerted and 

cooperative action to develop a community is brought into 
2 

perspective. The crux of community development is that 

people must act collectively to improve the situation of 

. . 5 

the group and thereby the individual. 

The interdependence of economic and social develop- 
ment frequently results in conflict in process if not in 



^W. W. and L. J. Biddle, The Community Development 
Process: The Rediscovery of Local Initiative (New York: Holt , 

Rinehart and Winston, 1965)? p. lT 

^W. J. Hayes, "The Problem of Community Intelli- 
gence," International Review of Community Development 10 

(1962): 153- 

x 

y Irwm T. Sanders, "The Concept of Community 
Development," in Community Development as a Process , ed. 

Lee J. Cary (Columbia, Mo. : University of Missouri Press, 

1970), p. 10. 
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goal. Industrial development is dependent, in part, on 
the formation of an administrative or bureaucratic organi- 
zation to link technology, production, and marketing. The 
ultimate results — jobs, income, and readily available 
consumer goods — are acceptable goals. However, the process 
may be costly in a social sense. This is another factor 
which inhibits agreement on the definition and implementation 
of community development. 

Sanders has defined community development in four 
ways: as a process, as a method, as a program, and as a 

movement . ^ 

As a process . The emphasis is on a series of changes 

as measured against selected criteria, primarily social 

relations. A supporting definition is provided by the 

United States International Cooperation Administration: 

A process of social action in which the people of a 
community organize themselves for planning and action; 
define their common and individual needs and problems; 
make group and individual plans with a maximum reli- 
ance upon community resources; and supplement these 
resources when necessary with services and materials 
from governmental and non-governmental agencies outside 
the c ommunit y . 2 

While this definition emphasizes changes in social rela- 
tionships, it appears that the measurement criteria could 

"''Ibid. , pp. 18-27. 

2 

U.S. , International Cooperation Administration, 
"Community Development Guidelines," Community Development 
Review 3 (December, 1956): 1. 
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be expanded to include certain financial or economic impact 
criteria such, as those indicated in chapter VI. 

As a method . A variation of the process definition 
which guides a process for a particular purpose determined 
as useful in the judgment of the administrator. Economic 
development through business establishment might be the 
method, while measurement of progress might be by economic 
criteria. 

As a program . Adding content or activities to the 
method moves closer to community development. This concept, 
as defined, however, focuses more squarely on specific areas 
such as health, welfare, industry, or agriculture. When 
community control factors of the process definition are super 
imposed on the program definition, the result appears to 
provide a fairly accurate description of the CDC. The CDC 
offers a program formulated, planned, and implemented under 
community control, guided by managerial, technical (staff 
or consultant), and financial assistance. These are then 
integrated with community resources into a community economic 
development program. 

As a movement . For some practitioners, community 
development involvement carries with it an emotional commit- 
ment. Progress and success are viewed with reference to a 
set of values and goals which may not lend themselves to 
measurement by any but personal standards. 
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In the course of the research for this study, the 
writer frequently heard the community development corporation 
referred to as the "CDC movement" by both government 
administrators and CDC staff members, Halley reported that 
the Bureau of the Budget described OEO's needs as "being 
for bright young men having a social rather than a physical 
science orientation."'*" Perhaps that appraisal of need is 
actually reflected in the attitudes of those involved in 
the federal community development program. 

Biller's definition of development provides a 
summary to this portion of the discussion. He defines 
development as that process by which the adaptation or 
problem solving capacity of any unit is increased. Develop- 
ment is process-oriented rather than content- oriented and 
is thus distinguished from the concepts of modernization. 
Modernization refers to the symbols, products, or modes of 
life associated with modernity. Development emphasizes 
what is being learned through the problem-solving process 

rather than the content, which includes the symbols of 
2 

modernity. 

A weakness in this definition is that progress toward 
development becomes difficult to measure and measurement 

■*" Halley, "National Anti-Poverty Planning Process," 

p. 4-9. 

2 

Robert P. Biller, "Some Implications of Adaptation 
Capacity for Organizational and Political Development," in 
Toward a New Public /administration: The Minnowbrook Perspec- 
tive , ed. Prank Marini (Scranton: Chandler Publishing Co. , 

1971), pr . 111-14. 
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criteria difficult to define. As will be shown later, agree- 
ment on measurement criteria for the Special Impact Program 
has not been attained. Proponents of the process definition 
tend to resist measurement through what Biller describes as 
products or symbols of modernity but offer few measurement 
alternatives. In short, the process definition appears to 
be too limited in scope to be useful in a practical sense. 

The definition of development as applied to the community 
should be extended to encompass those symbols of modernity 
as indicators of the ability to learn through problem-solving 
techniques. The strategy or methods are also of practical 
importance. Community development includes process, content, 
and method. 



The Community Setting 

Community development is a method of facilitating 
change. Change, however, is a phenomenon which is occurring 
at all times in all places. Technology, industrial growth, 
communication, and the resulting rising expectations are 
symbolic of change. It is the varying rate of change and 
the uneven distribution of change and its effects, both 
"good" and "bad," which result in perpetuation or widening 
of developmental differences. Community development is 
designed to narrow these differences and to take advantage 
of those resultants perceived as "good" and to mitigate the 
effects of those resultants perceived as "bad. " 



The relative 
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community development, described by Warren as "more-developed" 
or "less-developed, determines the specific developmental 
emphasis and strategy desired. 

More-developed . A large American city and its 
metropolitan area provide an example of the more-developed 
setting. Well-developed institutional structures are found 
in industry, labor, health, education, product distribution 
systems, and government. These structures are the result of 
change and bring with them a host of problems which are 
perceived as "bad. " Examples of these are deteriorating 
inner cities accompanied by flight to the suburbs and an 
eroding tax base, deteriorating • public services, lack of 
housing, crime, underemployment, and unemployment. Community 
development in this instance is designed to mitigate the 
effects of change and to improve its distribution. Resident 
control of community development is particularly important 
in more-developed areas in order to cope with lack of 
ownership of community resources; for example, housing, 
land, and businesses. As will be shown later in this chapter, 
however, community control can introduce problems as well. 

Less-developed . The Appalachian region of South- 
eastern Kentucky and the rural areas surrounding Roanoke, 

1 

R. L. Warren, "The Context of Community Develop- 
ment," in Community Development as a Process , ed. Lee J. 

Cary (Columbia, Mo.: University of Missouri Press, 1970), 

pp. 37-43- 
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Virginia, are typical of less-developed areas of the United 
States. Community development in these areas is primarily 
designed to bring change to, or increase the rate of change 
in, the area. The problem of coping with existing structural 
institutions and accompanying effects is present but to a 
lesser degree. Primary emphasis is on the development of 
an industry base to provide employment and income in an area 
where few industry-related resources exist. 

In both the more- and less-developed areas, private 
businesses are reluctant to invest or locate. This is a 
void which the federal government has filled only partially 
through financing the Community Development Corporation. 

Blaustein provides a summary for the concepts of 
community and community economic development while intro- 
ducing the concept of community control. He characterizes 
community economic development as including jobs, income, 
and community ownership while promoting participation of 
the poor (in groups and as individuals) in every aspect of 
the capital-generating power of the economy. Among the 
specific goals are jobs and job improvement, career develop- 
ment, increased responsibility and numbers of managers from 
the poor, and provision of capital and technical assistance 
to community owned businesses, together with leverage 
opportunities. Blaustein characterizes the government as 
the prime mover in creating a favorable economic base for 
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all residents. The ultimate key is political power, hut 
that must he preceded hy the development of economic 
power. ^ 

Bergsman seconds the need for involvement of the 
poor in decision and control. Johs are important hut hy 
themselves are not enough. Control of institutions which 
have large stakes in relevant decisions will force the 

influence of these institutions to he arrayed with the 

' p 

community and its interests. 

Community Control 

Community control implies the power to govern 
existing resources and the rationalization of these 
resources in the community development effort. It includes 
control of the planning, implementation, and administration 
of such an effort. Necessary resources may he found either 
within or outside the community, hut would he controlled hy 
the community in the satisfaction of needs perceived hy the 
community. 

Community control is a concept that is important 
to community development and community economic development. 
In this section community control is discussed first from 

^Arthur I. Blaustein, "What Is Community Economic 
Development?" Urban Affairs Quarterly 6 (September, 1970): 
37-69. 

2 

Joel Bergsman, "Alternatives to the Non-Gilded 
Ghetto: Notes on Different Goals and Strategies," Public 
Policy 19 (Spring, 1971): 315* 
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the standpoint of its advocates and then from the standpoint 
of those who are critical of such control and consider it 
pivotal in the evolution toward an economic emphasis in 
community development. The CDC is the most direct example 
of tools utilized in the federally financed Community Economic 
Development program. It should he recognized that the degree 
of community control represents a central philosophical 
difference betv/een the establishment of ventures through 
community resource rationalization or through entrepreneurial 
search. 

Goodenough raises the basic question of how an 
objective can be accomplished without respecting community 
wants. If the objective is simply to create new conditions 
to which people must adjust, then community control is 
unnecessary. If the way the community chooses to react 
is important, or if community residents are to undertake 
the change, then what the community wants and how the plan 
fits those wants can mean the difference between success 
and failure. Where the emphasis is on what planners want, 
the wants of the community will limit what can be achieved. 
Conversely, where emphasis is on the wants of the people, 
then the wants of the planners may limit achievement.' 1 ' 

Eaux states that community control is an essential 
ingredient to effective economic development in poverty 

^W. H. Goodenough, Cooperation in Change (New York: 
Russell Sage Foundation, 1963), pp. 35 - 37 * 



areas. Experience with urban renewal and anti-poverty programs 
such as manpower training and Model Cities has shown that 
program control determines the incidence of program benefits. 

If poor residents are to receive the benefits of poverty 
area economic stimulation, then poor residents must be in 
control.'*' Faux specifically attributes the problems of the 
central cities to an imbalance of political and economic 

p 

power rather than to immutable economic forces. 

Rosenbloom lists control by residents as one of the 
criteria for the successful marriage of government and 
business m the community economic development effort. 

Perry concludes from both the civil rights and poverty 
experience that instruments of action must be controlled by 
the neighborhood alone. Neighborhood political power rests 
on economic power deriving from control of existing and 
newly created economic institutions. Improvement of social, 

4 

political, and economic status depends on neighborhood action. 



^Geoffrey Faux, "Politics and Bureaucracy in Community 
Controlled Economic Development," Law and Contemporary Prob- 
lems 36 (Spring 1971): 277-78. 

p 

Geoffrey Faux, "Background Paper, " in CPC 1 s New 
Hope for the Inner City , Report of the Twentieth Century 
Fund's Task Force on Community Development Corporations 
(New York, 1971), p. 23. 

5 

R. S. Rosenbloom, "Business Technology and the Urban 
Crisis," in Social Innovation in the City , ed. R. S. Rosen- 
bloom and Robin Marris (Cambridge, Mass. : Harvard University 

Press, 1969)> pp. 58-60. 

Zl 

Stewart E. Perry, "National Policy and the Community 
Development Corporation, " Law and Contemporary Problems 36 
(Spring, 1971): 299- 
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Ackerson and Sharf observe that ultimate control 
of a community development corporation by the community 
increases the probability of community identification with 
the corporation and subsequent support and participation 
in its activities.'*' 

In a slightly different reference to community 
control, Vietorisz and Harrison suggest that CDC performance, 
for refunding purposes, be Judged on self-defined success 
criteria rather than on criteria of a government funding 

p 

agency or financial investor. This would presumably 
preclude the imposition of some criteria by the bureaucracy, 
a procedure which could result in a form of outside 
control. 

Hetherington' s comments are representative of the 
opposite position. He sees the call for community ownership 
and control as a reaction to an economic system which has 
allowed poverty pockets to develop. The system which has 
allowed decay cannot be expected to correct the situation. 

His view is that there is nothing in the current performance 
of community controlled development that indicates that this 
is the way to promote economic growth and reverse the process 
of decay. The critical ingredient of the war on poverty is 

'*'Nels J. Ackerson and Lawrence H. Sharf, "Community 
Development Corporations: Operations and Financing, " Harvard 
Law Review 85 (May, 1970): 1578. 

2 

Thomas Vietorisz and Bennett Harrison, "Ghetto 
Development, Community Corporations and Public Policy," 

Review of Black Political Economy 2 (Pall, 1971): 37* 
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money and strict adherence to the concept of- community control 
and ownership discourages investment from outside, precluding 
the rationalization of all resources necessary to economic 
growth."*" This is in direct support of the entrepreneurial 
search approach to business venture establishment and questions 
complete reliance on community resource rationalization. 

The legislative history indicates that even the 
Congress has retreated from full support of the concept of 
community control. The original Economic Opportunity Act of 
1964 (EOA) tends to support community control as the intent 
of Congress. However, subsequent amendments to the EOA, 
when considered in the light of early experience with anti- 
poverty programs, indicate that community control was not 
altogether successful or, perhaps, totally desirable. 

In his 1964 message on poverty to Congress, President 
Johnson described the EOA as providing every American com- 
munity the opportunity to develop a comprehensive plan to 
fight its own poverty and supplying help in implementing the 
community plan. The plans were not to be imposed by 

Washington but would be prepared by each community in the 

2 

light of its own problems and needs. Title II of the EOA, 

"*"J. A. C. Hetherington, ’’Community Participation: 

A Critical View," Law and Contemporary Problems 36 (Winter, 

1971 ): 33 - 34 . 

p 

U.S., Congress, Senate, Committee on Labor and Public 
Welfare, The War on Poverty: The Economic Opportunity Act of 
1964 , A compilation of materials relevant to S. 2642 prepared 
for the Select Subcommittee on Poverty, 88th Cong. , 2d sess. , 
July 23, 1964, pp. 2-3* 
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Urban and Rural Community Action Programs, provided that 
such activities were to "he developed, conducted and 
administered with the maximum feasible participation of 
residents of the areas and members of the groups [assisted] . 
This provision has survived the several amendments to the 
Act . 

The Special Impact Program Amendments to the EOA 

(Title I-D, 1966, superseded by Title VII, 1972) contain 

similar provisions. Title VII specifies that residents are to 

develop programs for economic and social participation in 

community life through self-help and mobilization of community 

resources. A Community Development Corporation, funded under 

Title VII, must have at least half of its board of directors 

2 

drawn from among area residents. 

Kotler views the concept of local control and community 
action, as indicated in the EOA, as leading to the organiza- 
tion of the poor as a political force. While most political 
forces have a special interest which provides cohesion and 
motivation, the community organization of poor residents had 
a "sovereign base" quite unlike that of special interest 
groups. The base was territorially organized citizen interest 
and the pressures which materialized were quite different 
from those normally exerted by special interest groups. 

■'"Economic Opportunity Act of 1964, As Amended, U.S. 
Code , vol. 42, sec. 2781 (1972). ‘ 

2 Ibid. , sec. 2981. 
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Moreover, the newly formed organizations were quite willing 
to use their influence to challenge the authority and power 
of established municipal government forms. The federal 
government was seen by heads of local governments as 
indirectly sponsoring this challenge. 

In response to mayoral complaints, the Green Amend- 
ment to the EOA was passed in 1967, allowing mayors to gain 
control over anti-poverty efforts within their cities."*" 

This action resulted in withdrawal of funds to some local 
organizations which challenged local government, and 
permitted the emphasis to shift away from political activity 
to community economic development. 

According to Kotler, the new policy was designed to 

encourage the poor to join the existing system while removing 

support for the confrontation of established municipal 

power. Assistance would be provided to those who wanted 

to establish small businesses to employ the disadvantaged. 

While the complete demise of political activity could not 

be expected, the emphasis on business venture and the creation 

of an economic base would result in political activity more 

consonant with conventional rules of special interest 
2 

politics. ‘ The Special Impact Program and the Community 

1 Ibid. , secs. 2790, 2791, 2795, 2796 (1967), Green 
Amendment . 
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Milton Kotler, "The Politics of Community Economic 
Development," Law and Contemporary Problems 36 (Winter, 1971): 

3-6. 



Development Corporation were viewed as having resulted from 
reaction to the political activity of community organizations 
and served as the vehicle for community economic development. 

, Moynihan describes the period of local organization- 
political establishment confrontation somewhat more directly. 
Neither of the simultaneous but disparate goals of program 
coordination and political activism were achieved, and in 
the process of attempting achievement, "all hell broke loose 
all over the place."' 1 ' Not only did the organization- 
establishment confrontation result in domination by the 
established political power base, but also internal struggles 
among would-be organization leaders diminished any possible 
organizational effectiveness. Moynihan observes that the 
effective exercise of power is learned through apprentice- 
ship and training. The results of thrusting power on an 
individual or group are painful to observe. For example, 
elections for Community Action Program board members from 
among area residents drew miniscule turnouts. Frequent 
quarrels among board members reflected a basic lack of 
under standing of the difference between policy and adminis- 
tration, between substance and procedure. Therefore, progress 
was slow and difficult. Militancy was substituted for reason. 
The results of such maximum feasible participation were not 
encouraging. 2 

■^Daniel P. Moynihan, Maximum Feasible Misunderstanding 
(New York: Free Press, 1969), p. 130. 

2 Ibid. , pp. 137 - 39 . 
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Perry provides a somewhat different perspective on 
the genesis of the CDC and the shift in emphasis to commmiity 
economic development. The initial programs in the EOA were 
largely service programs: Joh Corps, work-training and work- 

study programs, VISTA, and Head Start. The Community Action 
Program, which provided for the funding of community organi- 
zations, was designed to mobilize the resources of the 
community for the development of these service programs. 

The poor and other residents were to serve on hoards which 
would direct the programs and apply pressures as deemed 
necessary to obtain a larger, more equitable division of 
available services. Perry indicates, however, that poverty 
is not so much a problem of individuals as it is of areas. 

The Special Impact Program Amendments to the EOA seem to 
support this position by recognizing the need to break the 
cycle of poverty in deteriorating areas. The problem of 
poverty is so complex that solutions have to contain a 
coordinated development program including, but not limited 
to, services provided for the individual. A substantial 
emphasis is required on the building of businesses with 
resulting jobs and income for residents. Financing such 
development in all poverty areas would require funding far 
in excess of that considered politically feasible. This 
factor, coupled with the idea of "special impact," implied 
a limitation on the number of areas that could be funded 
in order that "appreciable impact in arresting tendencies 
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toward dependency, chronic unemployment and community 

deterioration"''" could "be achieved in the areas selected. 

The Special Impact Program is a multifaceted program 

including housing, business, and other development projects. 

But the emphasis is on economic development and on the jobs 

p 

and income created thereby. 

Whether the CDC and economic-based community develop- 
ment emerged in direct response to the inadequacies of the 
services approach to the problems of the poor or to political 
activism on the part of community organizations is signifi- 
cant to this study in an historical sense only. What is 
important is that ‘the principle of community control and 
institution building remain important aspects of CDC 
philosophy. However, the emphasis is on economic improvement, 
and CDC activities go well beyond the provision of services 
as contained in the early legislation. The CDC is a primary 
tool of community economic development. The following section 
will provide background, objectives, and problems of the 
CDCs and their operations. 

The Community Development Corporation 
Background 

The CDC was formally recognized in a 1966 amendment to 
EOA offered by New York Senators Robert F. Kennedy and Jacob 

X U.S. Code , vol. 42, sec. 2982 (1972). 

^Stewart E. Perry, "Federal Support for CDC's: Some 
of the History and Issues of Community Control," Review of 
Black Political Economy 3 (Spring, 1973)* 18-20. 
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Javits. It was based on a model developed through the 
efforts of Senator Kennedy to improve the conditions in the 
Bedf ord-Stuyvesant ghetto area of New York City. Business, 
financial, and community leaders were brought together to 
funnel financial, managerial, and technical resources into 
the area. The amendment became known as Title I-D to the 
EOA and established the Special Impact Program (SIP). Its 



purpose was stated as follows: 

. . . establishment of special programs which (1) are 
dedicated to the solutions of critical problems exist- 
ing in particular communities or neighborhoods (defined 
without regard to political or other subdivisions or 
boundaries) within those urban areas having especially 
large concentrations of low-income persons, and within 
those rural areas having substantial out-migration to 
urban areas; and (2) are of . sufficient size and scope 
to have an appreciable impact on such communities and 
neighborhoods in arresting tendencies toward dependency, 
chronic unemployment and rising community tensions. 1 

In its first year, the SIP was administered by the 
Department of Labor, which used $18 million of a $25 million 



total expenditure for an employment training program. In 
1967, Congress indicated its dissatisfaction with the manpower 
training approach by rewriting Title I-D to emphasize its 
community economic development intent. 

A detailed design of the program beyond the general 
mandate of community economic development was not specified 
by Congress. In fiscal year 1968, three federal agencies 
provided program models for implementation of the SIP: 



•‘• U.S. Code , vol . 42, sec. 2763 (1966). 



